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The State Land Board met in regular session on February 13, 2018, in the State Land Board

Land Board Room at the Department of State Lands, 775 Summer Street NE,

Salem, Oregon. Kate Brown
Governor

Present were: Dennis Richardson

Kate Brown Governor Secretary of State

Dennis Richardson Secretary of State

Tobias Read State Treasurer Tobias Read

State Treasurer

Land Board Assistants

Jason Miner Governor’s Office
Steve Elzinga Secretary of State’s Office
Ryan Mann State Treasurer’s Office

Department Staff
Jim Paul Bill Ryan Cyndi Wickham  Julie Curtis
Chris Castelli Arin Smith Sabrina Foward Anne Friend

Department of Justice
Matt DeVore

Governor Brown called the meeting to order at 10:00 a.m. The topics discussed, and the results
of those discussions are listed below. To view the Land Board meeting in its entirety, please
visit our YouTube page: https://www.youtube.com/watch?v=tyYtufuxT7c

The Board presented retiring Deputy Director Cyndi Wickham with a letter of appreciation for her
years of service to the Board and the State of Oregon.

CONSENT AGENDA

1. Request for approval of the minutes of the October 17, 2017 State Land Board
meeting.

2. Request for approval of a perpetual easement for the bridge crossing on Highway 34,
over McKinney Slough in the Northwest ¥4 of Section 20 of Township 13 South, Range
11 West of Willamette Meridian in Lincoln County, Oregon.


https://www.youtube.com/watch?v=tyYtufuxT7c

10:03 a.m.
Director Jim Paul briefly described the items on the consent agenda.

10:04 a.m.

The Governor opened the floor for public comment. The public comment received related to
Action Agenda Item 8, and the appointment of the Interim Director of the Department of
State Lands.

Treasurer Read made a motion to approve the consent agenda.
Secretary Richardson seconded that motion.

There were no objections to this motion. The consent agenda was approved at 10:13 a.m.

Informational ltems

3. Annual Aquatic Resource Management Program Report

10:16 a.m.

Director Paul asked Deputy Director Bill Ryan to assist him in presenting this report. This
report provides summary information regarding the management of state-owned waterways
for the 2017 fiscal year and fulfills the annual report requirements in the state’s removal-fill
law ORS 196-885.

4. Oregon Dept. of Forestry Annual Report on Common School Fund Forest Lands

10:25 a.m.

Director Paul introduced Michael Wilson with Oregon Department of Forestry to present the
annual report for fiscal year 2017 on the performance and management of state land they
manage for DSL and the Land Board.

5. Real Property Annual Report

10:37 a.m.

Director Paul asked Deputy Director Bill Ryan to assist him in presenting this report.

The primary purpose of this report is to provide the Board with a year-end summary for fiscal
year 2017 on the financial performance of Common School Fund trust lands overall.

Jim Paul and Bill Ryan answered questions from the Board regarding the report.

6. Elliott Update

10:54 a.m.

Director Paul gave an update on the Elliott State Forest Public Ownership Project. The
January 2018 public update was used to update the Land Board regarding the decoupling
work and the development of a Habitat Conservation Plan.
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Action ltems

7. Request for approval to proceed with drafting legislative concepts for submittal to the
Department of Administrative Services for the 2019 Legislative Session.

11:05 a.m.

Director Paul reviewed the legislative concepts for the 2019 Legislative Session. There are
three legislative concepts that need approval from the Board to move forward. The agency
deadline for submitting these legislative concepts to the Department of Administrative
Services before the next scheduled Land Board meeting in June.

Secretary Richardson moved to approve proceeding with drafting legislative concepts for
submittal to DAS for the 2019 Legislative Session.

Treasurer Read Seconded the motion.

There were no objections to this motion. The item was approved at 11:10 a.m.

8. Appointment of the Interim Director

11:11 a.m.

The Governor first thanked Director Jim Paul for his years of service with the Department of
State Lands and the Land Board as he moves on to his new role with the Department of
Corrections.

The three Land Board Assistants provided the Board with an overview of the process of
selecting an Interim Director for the agency. The unanimous recommendation from the Land
Board Assistants was to select Vicki Walker to serve as Interim Director for up to 18 months,
and until a recruitment for a permanent director can be completed.

Treasurer Read made a motion to accept the Land Board Assistants recommendation that
the Land Board appoint Vicki Walker as the Interim Director of the Department of State
Lands effective March 1, 2018.

Secretary Richardson seconded the motion.
There were no objections to this motion. The item was approved at 11:22 a.m.

9. Other

Governor Brown adjourned the meeting at 11:23 a.m.

Kate Brown, Governor

Vicki L. Walker, Director
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State Land Board
Common School Fund
Annual Portfolio Review

Purpose

To provide the State Land Board an update on the asset allocation, performance, and
rebalancing activity within the Common School Fund for the period ended December 31,
2017.

CSF Asset Allocation

At the September 20, 2017 Board meeting, the Oregon Investment Council (OIC or the Council) approved
the following asset allocation targets, benchmarks, and ranges (Exhibit 1) for the Common School Fund
(CSF). The OlC-approved asset allocation resulted in a 10 percent target allocation to both Real Assets
and Diversifying Strategies, which improved ex ante returns without a commensurate increase in
expected risk.

The objective of the CSF, outlined in OIC INV 901 - Common School Fund: Asset Classes, Asset Allocation,
and Reporting Requirements, is to, on behalf of the Department of State Lands, optimize long-term
investment returns and distributions, while enabling the CSF asset base to grow in real terms. The OIC-
approved asset allocation was informed by Callan Associates’ recent CSF Distribution Study, which was
presented to the Department of State Lands Board in April 2017. That study concluded that a 4% annual
distribution was the maximum rate compatible with future CSF value stability in real (i.e., inflation-
adjusted) terms. Important elements of the CSF asset allocation policy are its expected return and risk
statistics. Specifically, minimum return and maximum risk boundaries are necessary to maintain the
long-run feasibility of the CSF distribution policy.

Exhibit 1 — Asset Allocation Policy

Common School Fund Benchmark Prior Allocation Approved Allocation Approved Range
Global Equity MSCI ACWI IMI Net 60% 45% 40% - 50%
Private Equity Russell 3000 + 300 bps 10% 10% 8% -12%
Fixed Income Bloomberg U.S. Aggregate Bond Index 30% 25% 20% - 30%
Real Assets NCREIF ODCE QTR LAG (net) 0% 10% 8% - 12%
Diversifying Strategies CPl +4% 0% 10% 8% - 12%
Cash Cash 0% 0% 0% - 3%

10 Yr Expected Return (Geo Mean) 6.5% 6.6%
Projected Standard Deviation 14.5% 13.2%

Source: Callan 2017 Capital Market Assumptions

CSF Performance

For the quarter ended December 31, 2017, the CSF posted a 3.82 percent return, under-performing the
MSCI ACWI IMI by 0.22 percent (Exhibit 2). For the three-, five-, and ten- year periods ended December
31, 2017, net excess returns from CSF’s public equity portfolio were -0.21 percent, 0.25 percent and 0.18
percent, respectively.

Exhibit 2 — Total Fund Performance

Period Ending 12/31/2017 Market Value 3 Months 1Year 3 Years 5 Years 10 Years
CSF Returns S 1,676,023,000 | 3.82% |17.24%| 7.71% | 9.46% | 5.88%
CSF Policy Benchmark 4.04% |[17.47%| 7.92% | 9.21% | 5.70%
Excess Return -0.22% [-0.23%|-0.21%| 0.25% | 0.18%

Source: State Street



CSF Annual Review

December 31, 2016

Although total fund returns for CSF across all trailing periods were not remarkably different from the CSF
Policy Benchmark, at the asset class level, relative returns were mixed. Public Equity and Fixed Income
posted strong excess returns across all trailing time periods, while Private Equity suffered headwinds,
under-performing its benchmark across all time periods (Exhibit 3).

Exhibit 3 — Asset Class Performance
Period Ending 12/31/2017

Market Value

3 Months 1 Year 3 Years 5 Years 10 Years

CSF Global Equity Returns S 952,075,000 | 5.85% [24.83%| 9.85% |12.02%| 6.23%
MSCI ACWI IMI Net 5.72% |23.95%| 9.52% [11.00%| 4.97%
Excess Return 0.13% | 0.88% | 0.33% | 1.02% 1.26%
Period Ending 12/31/2017 Market Value 3 Months 1 Year 3 Years 5 Years 10 Years
CSF Fixed Income Returns S 446,205,000 | 0.50% |4.94% | 2.97% | 2.84% | 5.02%
Bloomberg Barclays U.S. Aggregate 0.39% |[3.54% | 2.32% | 2.21% | 4.18%
Excess Return 0.11% | 1.40% | 0.65% | 0.63% | 0.84%

Period Ending 12/31/2017 Market Value 3 Months 3 Years 5 Years 10 Years
CSF Private Equity Returns S 200,352,000 4.11% |15.31%|10.17%|14.04%| 7.62%
Russell 3000 + 300 Bps Qtr Lag 5.34% |22.22%|14.03%(17.61%| 11.23%
Excess Return -1.23% |-6.91% | -3.86% | -3.57% | -3.61%

Source: State Street

Rebalancing Activity

At the April 2017 OIC meeting, staff recommended, and the OIC approved, updated CSF policies for
Public Equity, Fixed Income, and Private Equity, which align with the asset class policies used for the
Oregon Public Employees Retirement Fund (OPERF). In addition to the alignment of asset class policies,
the Council also approved staff’s ability to exercise retention, termination and rebalancing discretion.
These updated policies also endowed staff with the ability to implement in CSF any private equity
manager/strategy previously approved by the Council on behalf of OPERF.

Subsequently, at the June 2017 OIC meeting, staff recommended, and the OIC approved, new policies for
the CSF, INV 906: Real Estate and INV 907: Alternatives. These new policies further align CSF and OPERF
by granting staff discretion to implement in CSF any real estate manager/strategy or alternatives
manager/strategy previously approved by the Council on behalf of OPERF.

Using this authority, the following rebalance actions (Exhibit 4) were implemented:

Exhibit 4 - Rebalancing Activity

Date(s) Manager Sub-Asset Class Market Value Purpose
October-17 MFS Institutional U.S. Large Cap Value $(114,672,000)|Termination
October-17 Jackson Square Partners U.S. Large Cap Growth $(114,038,000)|Termination

November-17

Dimensional Fund Advisors

U.S. Large Cap

$ 228,710,000

Initial Funding

December-17 |[BlackRock ACWI IMI Global Equity S (50,000,000)|Rebalance - Cash Raise
January-18 JP Morgan Systematic Alternatives S 50,000,000 |Initial Funding
January-18 BlackRock ACWI IMI Global Equity S (50,000,000)|Rebalance - Cash Raise
February-18 BlackRock Style Advantage Alternatives S 50,000,000 |Initial Funding

Source: State Street
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CSF Annual Review December 31, 2016

Portfolio Construction Update

As of January 31, 2018, the CSF’s actual allocation relative to the newly established policy targets still
reflects residual exposures from the prior targets (Exhibit 5). As shown in Exhibit 4, staff allocated
S$100MM to two separate Alternatives mandates in Q1 2018. OST Staff is currently working on two real
estate mandates which are expected to fund in Q3 2018. Staff expects to reach the revised, OIC-
approved target allocations by mid-2019.

Exhibit 5 - Portfolio Construction as of January 31, 2018

Common School Fund Prior Allocation Target Allocation Range Market Value Actual
Global Equity 60% 45% 40% - 50% $ 950,810,000 55%
Private Equity 10% 10% 8% -12% $ 203,346,000 12%
Fixed Income 30% 25% 20% - 30% S 443,668,000 26%
Real Assets 0% 10% 8% - 12% S - 0%
Diversifying Strategies 0% 10% 8% -12% $ 100,000,000 6%
Cash (Oregon Short Term Fund) 0% 0% 0% - 3% S 20,783,000 1%
$1,718,607,000

CSF Net Asset Value (NAV) and Annual Distributions

The fund hit its low of $678 million in February 2009 and has since realized a steady and
sustained upward trend. Net of contributions and distributions, the fund grew by 14.4
percent over the past year, from $1.46 billion at the end of December 2016 to $1.67
billion at year end 2017 (Exhibit 6).

Exhibit 6
CSF NAV
15 years ending December 2017
($ in Millions)
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Annual distributions over the past 15 years are as follows:
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CSF Annual Review

December 31, 2016

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

$32.3 million
$13.0 million
$21.6 million
$40.8 million
$45.4 million
$48.5 million
$55.4 million
$40.4 million
$50.5 million
$48.8 million
$48.0 million
$53.1 million
$50.8 million
$54.1 million
$66.2 million
$70.3 million
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APPENDIX B

RECONFIGURED PARCELS (Parcel 1 — PWB, Parcel 2 -DSL)

Consolidation - Exhibit C A5\
1,000 2,000 Feet w%g

1 | s

PWB /DSL MOU Exhibits “A-C”
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